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PREFACE 


^The  4eHo^jag 


The  4ello«dag  paper  reports  the  results  of  a short-term  study 
for  the  Bureau  of  Political-Military  Affairs  in  the  Department  of 
State.  It  draws  from  and  supplements  an  earlier  study  done  for  the 
Air  Force,  which  deals  with  "offsefs''  for  NATO  procurement  of  an  alr- 

ItC 

borne  warning  and  control  system.  While  addressing  some  of  the  same 
Issues  treated  in  that  study,  the  present  paper  focuses  on  one  particular 
aspect  of  the  earlier  piece — trade  liberalization — as  a component  of 
U.S.  policy  in  NATO  for  dealing  with  the  recurring  problem  of  "offsets.” 

The  offset  problem  arises  as  a central  issue  in  connection  with  efforts 
to  rationalize  and  standardize  forces,  equipment,  and  operational  capa- 
bilities within  the  alliance.  The  aim  of  the  present  paper  is  to  elaborate 
on  the  linkage  between  trade  policy  issues,  on  the  one  hand,  and  issues 
of  standardization  and  "offsets,"  on  the  other.  We- also  suggest  a method  •( 
Si  applying  this  linkage  empirically  so  as  to  identify  potential  U.S. 
eivil  sector  procurement  from  the  other  NATO  countries  that  might  "offset" 
NATO  military  procurement  from  the  U.S.  In  the  future.  ^ 

This  paper  has  bcnefltted  from  discussions  held  by  the  author  in 
March  and  April  1976  at  NATO  Headquarters  in  Brussels  with  members  of 
the  International  Staff  and  the  American,  British,  German,  and  Belgian 
Missions,  as  well  as  with  officials  of  the  British  Ministry  of  Defense 
in  London,  and  the  French  Foreign  Ministry  in  Paris.  The  author  par- 
ticularly appreciates  the  help  of  Dr.  Lawrence  Legere,  Defense  Advisor 
to  the  U.S.  Mission  to  NATO  in  Brussels,  and  Mr.  Michael  MacDonald, 
Political-Military  Attache  at  the  American  Bri>assy  in  London,  in  arrang- 
ing some  of  these  conversatiox^s.  Of  course,  the  usual  caveats  apply  to 
their  assistance,  as  well  as  that  of  others  with  whom  these  discussions 
were  held.  Finally,  the  author  has  also  draim  on  eaqtirical  work  performed 
for  the  earlier  Air  Force  study  by  his  Rand  colleagues  Gregory  A.  Carter, 
Robert  P.  Castro,  David  Drey fuss,  and  John  J.  McCall. 


Charles  Wolf,  Jr.,  Gregory  A.  Carter,  Robert  P.  Castro,  David  Dreyfuss, 
and  John  J.  McCall,  ’^Offsets"  for  MTO  Procurement  of  the  Airborne  Vcaming 
and  Control  System:  Opportunities  and  InplicationSt  R-187S-PR  (Santa  Monica, 
California:  The  Rand  Corporation,  forthcoming). 
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The  aim  of  standardization  and  rationalization  of  NATO  equipment, 
forces,  and  operational  practices  is  to  increase  the  economic  efficiency 
and  military  effectiveness  of  the  alliance.  However,  efforts  to  further 
these  objectives  encounter  serious  resistance  within  the  alliance  be- 
cause of  conflicting  political  and  economic  concerns  in  the  member  coun- 
tries. These  concerns  relate,  for  example,  to  employment  and  output 
in  domestic  defense  industries,  excessive  "dependence"  on  U.S.  equipment, 
a desire  fcr  broader  technological  "participation,"  and  balance  of  pay- 
ments pressures  resulting  from  possible  standardized  NATO  procurement 
from  U.S.  suppliers.  The  result  of  these  concerns  is  a recurring  demand 
by  NATO  members  for  quid  pro  quo  arrangements  in  which  the  U.S.,  for 
instance,  as  part  of  the  "price"  of  selling  a standardized  item  for 
NATO  use,  would  agree  to  subcontract  part  of  its  production  abroad,  or 
to  buy  other  military  items  from  European  countries  as  an  "offset," 
whethet  or  not  these  transactions  were  warranted  on  cost  and  performance 
grounds.  Such  offsets  are,  in  effect,  non-tariff  distortions  to  trade. 
They  consequently  tend  to  reduce  the  efficiency  of  resource  use  within 
the  alliance  as  a whole. 

The  idea  developed  in  this  paper  is  to  avoid  or  reduce  the  need 
for  such  offsets  by  undertaking  trade  liberalization  measures  which 
would  lower  existing  barriers  to  nm-military  exports  to  the  U.S.  by 
NATO  members,  especially  in  so-called  "high  technology"  fields.  The 
aim  is  to  link  trade  liberalization  in  the  civil  and  commercial  domain 
to  standardized  procurement  in  the  military  domain. 

Toward  this  end,  we  seek  in  Section  Z1  of  the  paper  to  identify 
civil  sector  commodity  categories  in  which:  (a)  individual  NATO  members 
have  a cost  advantage  over  the  U.S. ; and  (b)  current  exports  by  these 
countries  are  impeded  by  U.S.  non-tariff,  as  well  as  tariff,  barriers. 
The  method  used,  first,  compares  unit  costs  and  cost  trends  in  three- 
digit  industrial  commodity  categories  between  individual  NATO  countries 
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and the  U.S.  Ve  then  try  to  measure  the  degree  to  which  European  ex- 
ports to  the  U.S.  are  impeded  by  U.S.  trade  barriers.  Thus,  the  method 
tries  to  coid>ine  European  cost  and  supply  estimates  with  indications 
of  potential  U.S.  demand. 

Vii  conclude  that  promising  prospects  for  additional  European  exports 
to  the  U.S.  lie  in  electric  machinery,  non-electric  machinery,  non-durables, 
metal  products  and  transport  equipment.  Notably,  the  list  Includes  osten- 
sibly "high”  technology,  as  well  as  “low"  technology,  categories. 

Section  III  formulates  a concrete  proposal  for  linking  trade  liber- 
alization to  standardization  and  rationalization  in  NATO.  The  proposal 
Includec  the  following  elements: 

1.  A "NATO-round"  of  trade  liberalization  to  help  create 

an  environment  in  which  S&R  can  proceed  more  effectively; 

2.  Encouragement  of  joint  bidding  by  American  and  European 
firms  on  defense  R&D  and  procurement  contracting; 

3.  Removal  of  Buy  America  restrictions  on  U.S.  government 
non-military,  as  well  as  military,  procurement. 

The  paper  considers  in  Section  IV  the  various  arguments  that  have 
been  raised  against  a "competitive”  approach  to  standardization  and  the 
so-called  "two-way  street"  in  weapons  procurement,  as  well  as  counters 
to  these  arguments.  Finally,  Section  IV  concludes  by  suggesting  that 
there  omy  be  a fundamental,  and  unrecognized,  conflict  between  U.S. 
policies  (such  as  S&R)  that  seek  to  promote  a more  coordinated  and 
Integrated  NATO  allianoet  and  U.S.  policies  that  seek  to  promote  a 
more  coordinated  and  integrated  Eiavpecm  Coimunity.  Policies  that 
further  the  latter  goal  may  make  it  more  difficult  to  further  the  former 
through  measures  like  standardization  and  rationalization. 
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I.  INTRODUCTION:  BACKGROUND  AND  ASSUMPTIONS 


Efforts  to  standardize  the  weapons  systems  that  NATO  members  pro- 
cure, and  to  rationalize  their  operational  practices,  encounter  resistance 
within  the  alliance.  Resistance  arises  from  the  concern  of  some  that  the 
effect  of  S&R  will  be  an  undesirable  preponderance  of  Ameriocoi  weapons 
systems  and  practices  in  NATO,  that  this  will  entail  large  foreign  ex- 
change (dollar)  costs  to  the  Europeans,  jeopardize  production  and  em- 
ployment in  their  defense  industries,  and  retard  their  technological 
development.  These  concerns  result  in  demands  for  "offsets'*  whenever  a 
new  America.!  weapon  system  is  under  consideration  for  standardized  NATO- 
wide procurement:  that  is,  demands  for  purchases  by  the  U.S.  from  Europe, 

or  co-production  of  the  new  American  system  in  Europe,  to  offset  part  of 
the  dollar  costs  associated  with  the  planned  procurement,  as  well  as  to 
mitigate  some  of  the  other  concerns  mentioned  above.  Such  demands  have 
arisen  in  connection  with  NATO  procurement  of  the  F-16  and  the  AWACS, 
and  will  surely  arise  in  connection  with  the  pending  competition  between 
the  XM-1  and  Leopard  II  tank,  as  well  as  other  systems  in  the  future. 

Of  course,  the  various  NATO  countries  differ  in  the  intensity  of 

* 

their  concerns,  as  well  as  in  the  relative  emphasis  placed  upon  them. 
Moreover,  although  the  primary  target  of  offset  demands  is  the  U.S., 
any  other  country  within  NATO  that  wins  major  contracts  for  NATO-wide 
procurement,  is  likely  to  become  a target  as  well;  for  example,  the  FRG. 

In  any  event,  the  pressure  for  offsets,  in  some  form  and  with  vary- 
ing objectives,  is  likely  to  continue  to  be  a major  consideration  affect- 
ing attempted  moves  toward  S&R  for  the  foreseeable  future.  Consequently, 
if  S&R  are  to  be  facilitated,  it  is  important  to  explore  various  ways 
for  meeting  the  concerns  underlying  the  recurring  demands  for  offsets. 

In  this  paper  we  consider  one  such  way — trade  liberalization — and  the 
many  advantages  as  well  as  difficulties  associated  with  it. 

*See  "Offsets"  for  NATO  Procurement  of  AWACS,  op.  cit..  Chapter  II 
for  a discussion  of  the  differing  motives  for  seeking  offsets  among  the 
various  NATO  countries. 


frfi  .v>V>^  hTfhy,  ^li.-; 
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The  following  discussion  is  based  on  certain  assumptions  which, 

for  the  most  part,  will  be  taken  as  a starting  point  without  further 
* 

examination: 

1.  A greater  degree  of  standardization  and  rationalization  of 
NATO  forces,  equipment  and  operational  practices  is  desirable 
in  order  to  increase  both  economic  efficiency  (lower  costs) 

icis 

and  military  effectiveness  of  the  alliance; 

2.  However,  the  objectives  of  economic  efficiency  and  iiilitary 
effectiveness  in  the  alliance  as  a whole  may  conflict  with 
other  political  and  economic  considerations  within  the  member 
countries,  e.g.,  employment  and  output  in  national  aerospace 
industries,  excessive  "dependence"  on  U.S.  equipment  and 
technology,  the  desire  for  broader  technological  "participation," 
etc. ; 

3.  Moreover,  such  considerations  may  be  extremely  important,  even 
decisive,  in  shaping  the  policies  and  attitudes  of  some  NATO 
members  toward  "strictly"  military  issues.  (For  example,  the 
real  military  contrioutiou  of  AUACS  to  NATO’s  air  defense 

and  early  warning  capabilities  may  be  less  important  in  in- 
fluencing the  decision  of  !IATO  countries  on  whether,  when, 
and  how  much  to  buy  of  the  system,  than  the  resolution  of 
"offsets"); 

A.  The  increasing  complexity  and  rising  costs  of  new  weapons 
systems,  combined  with  severe  budf^etary  constraints  in  all 
of  the  NATO  countries,  means  that  a smaller  number  of  new 
systems  can  be  developed,  procured  and  deployed  within  the 
alliance  as  a whole  in  the  future.  Therefore,  the  interest 
of  key  NATO  countries  in  "participation"  in  development  and 
production  of  any  particular  system  is  likely  to  be  more  intense 
in  the  future  than  in  the  past. 

For  a fuller  discussion  of  these  assumptions,  see  Chapters  il  and  VI 

Ibid. 

** 

This  assunes,  of  course,  that  the  selection  of  weapons  systems 
for  standardization  is  itself  based  on  consideration  of  costs  and 
effectiveness. 
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The  foregoing  propositions  suggest  that  the  road  to  S&R  Is  likely 
to  be  long  and  tortuous.  They  also  imply  that  careful  consideration 
should  be  given  to  developing  strategies  and  incentives  for  S&K;  that 

is,  providing  an  environment  conducive  to  S&R.  Moreover,  such  an 
environment  should  be  one  in  which  the  U.S.  isn't  offering  inducements 
for  others  to  do  something  which  is  in  their  interest  as  the  U.S.  sees 

it,  but  rather  one  in  which  there  is  acknowledged  to  be  mutual  benefit 
in  proceeding  to  S&R. 

The  aforementioned  study  of  "offsets"  for  AWACS  procurement  formu- 
lated and  evaluated  several  alternative  strategies  for  advancing  standardi- 
zation in  the  specific  case  of  AHACS.  Although  the  AWACS  case  was  specific, 
the  problem  is  general,  as  is  the  method  and  the  strategies  developed  in 
th^  AWACS  study  for  dealing  with  it.  We  summarize  below  certain  aspects 
of  the  study  as  background  for  the  present  paper. 

First,  the  study  developed  five  illustrative  strategics  for  dealing 
with  offset  demands  arising  in  connection  with  standardization  of  new 
NATO  procurement: 


1.  An  internal  offset  strategy  (OS  1),  based  on  direct  partici- 
pation in  production  of  each  new  system  shared  in  proportion 
to  the  size  of  each  country's  participation  in  procurement 
of  the  system; 

2.  An  external  military  offset  strategy  (OS  2),  focusing  on 
"offsetting"  NATO  purchases  of  a U.S. -produced  system, 
e.g.,  AWACS,  by  U.S.  procurement  from  the  NATO  countries  of 
other  military  systems  for  its  own  inventory; 

3.  A non-military  offset  strategy  (OS  3),  designed  to  offset 
NATO  procurement  of  U.S.  systems  by  trade  liberalization, 
initiated  by  the  U.S.  but  extending  within  the  NATO  com- 
munity as  a whole.  (OS  3 does  not  approach  standardization, 
and  the  offset  problem  it  entails,  by  a series  of  quid  pro  quo 
arrangements  tying  co-production  and  sub-contracting  arrangements 
(OS  1),  or  specific  military  hardware  purchases  (OS  2),  by  the 


U<S.  to  (aach  new  HA.1'0  procureaent.  Instead,  OS  3 proposes 
to  facilitate  standardised  procureaeut  by  a general  loaariag 
of  barriers  to  trade  and  technology  flovs  for  civil  sector 
transactions.  Aspects  of  this  approach  are  to  be  elabor** 
ated  further  In  the  present  paper); 

4.  A strategy  consisting  loans  or  ftnanaial  ipcnsfer*  {Ot  4); 

5.  A mixed  stratep^  ^OS  5) , coiri>inlng  the  aore  attractive  fean^Tcs 
of  each  of  the  preceding  strategies. 


Second,  the  study  evaluated  the  five  illustrative  strategies  accord- 
ing to  six  cri-  <ria:  e^t>loyaent  effects;  technology  transfer;  balance 

of  payaents  c •:'ts;  efficient  resource  use  (as  reflected  by  the  esti- 
aated  effect  c . parclcul^  strategy  on  the  tfrlce  of  the  delivered 
system);  alllan  polj  i r r .ions;  an  I implementation  difficulties. 

The  study  conclutt  d from  «,aluation  that  the  most  promising  strategies 
for  meeting  the  offset  problem  in  the  specific  case  of  AWACS  probably 
were  OS  2,  external  military  offsets,  or  OS  5,  the  mixed  strategy.  The 
non-military  offset  i.;  rategy,  OS  3,  while  having  strong  appeal  from  the 
standpoint  of  several  of  t^‘2  evaluation  criteria — notably,  efficiency  and 
balance  of  payments — foundered  on  grounds  of  implementation,  difficulties. 
To  Implement  a major  U.S.  initiative  in  the  direction  of  trade  liberali- 
zation would,  it  was  felt,  probably  place  greater  burdens  on  Interagency 
coordination  in  thv:i  U.S.  as  well  as  in  other  NATO  countries,  and  on 
relations  between  the  U.S.  Congress  and  Executive  Branch,  than  NATO 
procurement  of  a single  weapO'^s  system,  l.e.,  AWACS,  would  warrant. 

The  implementation  difficulties  associated  with  OS  3 in  the  AWACS  "se 
seemed  like  trying  to  pull  too  big  a load  (trade  liberalization)  with 
too  saall  an  engine  (AWACS).  On  the  other  hand,  if  the  idea  underlying 
non-military  offsets  were  not  construed  siiq>ly  in  terms  of  achieving 
offsets  for  a single  NATO  procurement,  but  vather  as  part  of  a motv 
general  policy  to  provide  an  environment  congenial  to  standardized 
development  and  procurement  for  VATO  across  the  board,  then  tackling 
and  resolving  the  lapleiwntation  difficulties  might  be  worthwhile.  The 
purpose  of  the  present  paper  is  to  pursue  this  idea  further,  whether 


as  a "pure"  non-ailltary  offset  strategy  (OS  3)  ox,  aore  likely,  as  an 
igq>ortant  part  of  a aixed  offset  strategy  (OS  5)  that  would  contain 
some  of  the  other  elements  aentloi^  above,  as  im11. 


Thus,  the  general  policy  intent  is  broad.  The\ specific  aim 
is  to  suggest  and  apply  a method  for  identifying  promising  "ofi:sets" 
i.  the  civil  sector  that  My  be  useful  componfmts  of  traffic  the 
U.S.  bound  lane  of  the  so-called  "two-way  street"  associated  with 
standardizec.  xviTC- procurement  from  the  U.S.  This  does  not  iiq>ly 


j 

i 


i 
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that  all  standardization  should  dr  will  take  the  form  of  procuXMeut 
from  the  U.S.  Rather,  the  idea  is  to  create  an  environment  in  which 
potential  new  systMs,  whether  under  development  in  the  U.S.  or  other 
NATO  countries,  can  be  fairly  and  coapetitlvely  considered  for  standardized 
NATO  procurement  in  cost-effectivem^s  terms,  as  best  they  can  he  estimated. 
Trade  liberalization  measures,  which  generate  non-military  offsets,  can 
be  a central  part  of  U.S.  policy  initiatives  that  seek  to  create  this 
environment. 

In  Section  II,  we  describe  a method  for  determining  promising  "offsets" 
in  the  civil  sector,  and  present  some  preliminary  results  from  application 
of  the  method.  We  also  suggest  how  the  results  might  be  extended  and  im- 
proved by  working  with  more  disaggregative  data.  Section  III  considers 
hpw  such  results  might  be  used  to  initiate  and  gain  alliance  support  for 
trade  liberalization  among  the  NATO  countries  as  part  of  a rolicy  for 
avoiding  "tied"  offsets  in  the  future,  thereby  facilitating  SW.  The 
pros  and  cons  of  a "NATO-round"  of  multilateral  trade  negotlatiOTS  are 
also  considered  in  HI.  Section  IV  considers  the  arguments  for  and 
agaitut  a more  open  and  cos^etitive  interpretation  of  the  "two-way 
street"  associated  with  both  milltazy  and  non-mllltaxy  procuremrat 
wltiiin  NATO.  Section  IV  concludes  with  a brief  discussion  of  the  con- 
flict between  policies  designed  to  prog»te  efficient  resource  use  within 
the  NATO  alliance  (e.g.,  through  standardization  and  rationalization), 
and  those  designed  to  promote  integration  of  a subset  of  NATO  oesbers 
in  the  European  Economic  Communl^. 


II.  COST  AMALTSIS  AMD  COMTABATIVE  APVAIITAGE 


"Offsets"  are  non-tariff  distortions  to  international  trade  because 
they  force  transactions  to  take  place  that  norwil  narket  incentives 
would  not  Induce.  Offsets  therefore  tend  to  create  inefficiencies  and 
raise  costs  associated  with  standardized  weapons  procurasent.  Only 
to  the  extent  that  the  "nomal"  aarket  Incentives  .;re  theawelves  already 
distorted  (e.g.,  due  to  monopoly  or  certain  other  factors),  can 
it  be  argued  vhat  the  effects  of  a further  distortion,  such  as  offsets, 
might  not  create  additional  inefficiencies. 

To  avoid,  or  reduce,  the  need  for  offsets  we  wish  to  identify  areas 
of  production,  particularly  in  so-called  "liigh-technology"  industries. 

In  which  production  costs  of  European  RATO  countries  are,  or  seen  lli;ely 
to  becone,  coapetitlve  with  those  of  U.S.  producers.  In  such  cases  trade 
liberalization — reduction  of  non-tariff,  as  well  as  tariff,  barriers — 
initiated  by  the  U.S.  would  be  likely  to  open  additional  non-^mititary 
aarfcets  for  the  Europeans,  stiwilate  eaployment,  and  provide  incentives 
and  resources  for  further  technological  developaent,  thereby  reducing 
demands  for  "offsets"  associated  with  standardized  miVitary  procurement. 

We  seek,  in  ocher  words,  to  link  trade  liberalization  in  the  dvil  and 
oanmreiat  domain  to  procurement  in  the  military  domain, 

*The  general  theoretical  discussion  of  the  role  of  market  distortions 
in  possibly  j’wtifying  other  distortions  Is  contained  in  Lipsey  and 
Lancaster,  "The  General  Theory  of  Second  Best,"  Economic  Journal  (1956). 

this  is  not  the  place  for  discussing  the  mystique,  as  well  as 
confus(lon>  sur’rp^dlng  "h'igK  teclh^lo^."  For  example,  transport 

nay  constitute  "high  tecl^i^y"  to  a lesser  exten<>;:t)^,  say,  high-yield 
se^  and-  clvSAca!^  ^S^^^ulture,  or  adaj^ing  and  using  acoustical  and  infra- 
red-sensors  In  ^Mp'^sea  fi'si£^  letter  "hiih  technology"  should  refer  to 
products  or  processes,  to  np^lty  or  comi^titiveness,  to  costs  as  well  as 
ef'fWctivenesj,  ate  amPng  the  iaij^rtant  aad>iguities  of  much  discussion  of 
the  subject. 
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The  Method  we  use  is  crude  and  agg^fegative,  as  well  as  severely 
constrained  by  data  llMltativns.  It  hM  two  parts:  the  first  triM 

to  identify  couMbdlty  catcg4r:*es..  in.  which  individual  RATO  countries 
ssem  to  have  a cost  advantage  over  the  U.S. ; the  second,  tries  to 
Measure  the  degree  to  which  exports  by  these  countries  to  tte  U.S. 
are  Is^ded  by  U.S.  trade  barriers.  Wtereas  the  first  part  of  the 
method  gives  sose  indication  of  European  cost  and  st^ly  capabilities, 
the  second  indicates  areas  of  potential  U.S.  iapert  demand. 

In  the  first  part  of  the  Methodology,  we  calculate  t!w  retative 
prioee  between  individual  KATO  countries  and  the  U.S.  in  thirty-four 
three-digit  connpdity  categories,  based  cn  the  Standard  Industrial 
Classification  (SIC)  code,  for  the  period  1967-71,  e.g. , SIC  230  M«!tal 
Ore  Mining,  SIC  3Si  Industrial  Chexdcals,  SIC  383  Electrical  Machinery, 
etc.  (The  conplete  list  of  three-digit  industrial  product  categories 
is  shown  In  Table  1.)  Output  data  for  these  categories  were  aggre- 
gated froM  the  s^-dlgit  level  for  conparlson  with  data  on  total  costs 
at  the  three-digit  level  from  the  sane  U.N.  source.  These  data  were 
entered  lnt:>  a computer  program  to  calculate  domestic  unit  prices  (total 

costs/total  output),  with  prices  in  domestic  >:urrencles  converted  to 

*** 

U.S.  dollars  usii%  International  Monetary  Fund  parity  rates.  We  then 
constructed  a series  of  relative  price  ratios  (price  in  country  x /price 
in  U.S.),  in  order  to  obtain  a crude  estimate  of  those  commodity  categories 
in  which  particular  NATO  countries  appear  to  be  efficient  producers  com- 
pared with  the  U.S.  The  time  series  of  relative  prices  also  permits  an 
assessment  to  be  made  of  trends',  that  is,  whether  particular  countries 


As  calculated,  these  are  areas  of  absolute  cost  advMtage  at  then- 
prevailing  (1967~197l)  exchange  rates.  They  are  a forticiH  areas  of 
cosqiarative  advantage. 

The  data  and  SIC  categories  are  from  Gr<rath  of  World  Industry, 
United 'Nations,  1972. 

***I  am  indebted  for  assistance  in  these  calculations  to  Robert  P. 
Castro  and  David  Dreyfuss. 
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Table  1 

U.N.  DATA  PRODUCT  CATEGORIES 


STC  Code 


210 

Coal  Mining 

220 

Petroleum  and  Gas 

230 

Metal  Ore  Mining 

290 

Other  Mining 

311/2 

Food  Products 

313 

Beverages 

314 

Tobacco 

321 

Textiles 

322 

Wearing  Apoarel 

323 

Leather  and  Products 

324 

Footwear 

331 

Wood  Products 

332 

Furniture  and  Fixtures 

341 

Paper  and  Products 

342 

Printing,  Publishing 

:.i 

Industrial  Chemicals 

352 

Other  Chemical  Products 

353 

Petroleum  Refineries 

354 

Petroleum,  Coal  Products 

355 

Rubber  Products 

356 

Plastic  Products  NEC 

361 

Pottery,  China,  etc. 

362 

Glass  and  Products 

369 

Non-Metal  Products,  NEC 

371 

Iron  and  Steel 

372 

Non-Ferrous  Metals 

381 

Metal  Products 

382 

Machinery  NEC 

333 

Electrical  Machinery 

384 

Transport  Equipment 

385 

Professional  Goods 

390 

Other  Industries 

410 

Electricity,  Gas,  Steam 

420 

Water  Works  and  Supply 
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seem  to  be  getting  more  or  less  competitive  with  the  U.S.  in  particular 
commodity  categories.  In  some  categories,  e.g.,  SIC  210  coal  mining, 
SIC  A20  water  works  and  supply,  the  price  relatives  are  not  meaning- 
ful because  the  output  (quantity)  data  on  which  prices  are  calculated 
are  too  disparate  (e.g.,  with  respect  to  units  and  quality)  to  permit 
aggregation.  Only  in  sixteen  of  the  thirty-four  categories  can  we  com- 
pute rough,  but  still  moderately  useful,  price  relatives  (shown  in 
Appendix  Tables  1-16).  Although  serious  reservations  (which  we  discuss 
in  the  Appendix)  must  be  attached  to  the  data  and  to  the  procedures  we 
have  used,  and  the  number  and  range  of  product  categories  covered  in  the 
tables  is  not  as  wide  as  we  would  have  liked,  nevertheless  several  in- 
teresting observations  can  be  derived  from  the  data: 


1.  The  European.  NATO  countries,  or  at  least  several  of  them, 
show  cost  advantages  over  the  U.S.  in  six  of  the  product 
categories:  transport  equipment  (SIC  384);  non-metal  products 

(SIC  369) ; other  chemical  products  (SIC  352) ; petroleim  and 
coal  products  (SIC  354);  footwear  (SIC  324);  and  beverages 
^'SIC  313).  These  cost  advantages  generally  persist  or  increase 
ove  .*  the  five-year  time  period  covered  by  tae  data; 


2. 


The  U.S.  appears  generally  to  be  the  lowest  cost  producer 

if 

in  three  categories:  tobacco  (SIC  314);  textiles  (SIC  321); 


and  rubber  products  (SIC  355); 


3.  The  remaining  seven  industrial  categories  (wearing  apparel  SIC  322, 
wood  products  SIC  331,  paper  and  paper  products  SIC  341,  indus- 
trial chemicals  SIC  351,  refined  petroleum  products  SIC  353, 
iron  and  steel  SIC  371,  and  non-ferrous  metals  SIC  372),  show 
a mixed  picture.  In  each  of  them,  some  of  the  NATO  countries 
appear  to  have  cost  advantages  over  the  U.S.,  while  the  U.S. 
has  a cost  advantage  over  other  NATO  countries.  For  example. 


The  substantially  lower  relative  costs  of  the  U.K.  and  the  Netherlands 
in  tobacco  (see  Table  A-2)  is  an  exception  to  this  point  which  may  be  due 
to  data  anomalies,  or  to  special  cost  advantages  relating  perhaps  to  domes- 
tic subsidies  or  import  preferences  with  former  colonial  areas. 


in  wearing  apparel  (SIC  322),  Norway  has  the  lowest  costs, 
the  U.K.,  Canada  and  the  Netherlands  have  about  the  same 
costs  as  the  U.S.,  while  France  and  Germany  have  higher 
costs.  For  iron  and  steel  products  (SIC  371).  the  U.S. 
is  about  in  the  middle,  and  so  on; 

4.  Tieve  does  not  appear  to  be  any  distinct  pattern  with 

respect  to  the  "high-tcohnology-low  technology"  distinction, 
in  terms  of  relative  price  advantages.  European  countries 
have  cost/price  advantages  in  some  relatively  "high"  tech- 
nology fields,  e-g.,  SIC  385  transport  equipment,  other 
chemical  products  SIC  352.  Indeed,  U.S.  cost  advantages 
seem  most  pronounced  in  some  of  the  categories  that  are 
convent ionalxy  considered  to  be  "low  technology:"  SIC  314 
tobacco,  SIC  321  textiles,  and  SIC  355  rubber  products. 


It  is  unfortunate  that  the  data  don’t  permit  us  to  pursue  these  cost 
comparisons  with  respect  to  a larger  set  of  so-called  high-technology 
industries,  e.g.,  electrical  machinery,  engineering  and  precision  instru- 
ments, machine  tools,  etc.,  and  with  respect  to  more  recent  data.  The 
marked  and  differing  rates  of  inflation  in  the  several  countries,  which 
have  probably  altered  relative  prices  since  1971,  would  make  it  par- 
ticularly worthwhile  to  pursue  this  analysis  with  more  recent  data. 
Nevertheless,  recognizing  these  limitations,  the  results  we  are  able 
to  obtain,  especially  as  summarized  in  (4)  above,  while  they  don't  es- 
tablish the  case,  provide  general  support  for  the  proposition  that  the 
other  NATO  countries  should  be  able  to  compete  selectively  with  the 
U.S.  in  high  technology,  as  well  as  other,  fields.  It  is  worth  remark- 
ing, too,  that  in  the  case  of  high-technology  weapons  systems  this  gene.al 
point  derives  added  support  from  the  fact  that  soma  American  defense 
producers,  as  v;ell  as  parts  of  the  Defense  Department  and  the  Congress, 
express  concern  from  time  to  time  lest  European  competition  might 
creare  additional  unemployment  in  America.!  defense  industry.  These 
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concerns  are  themselv'is  indicative  of  che  potential  ability  of  European 
producers  to  compete  effectively  with  American  firms  in  high  technology 
defense  industry  as  well.  American  industry  has  efficient  and  less 
efficient  components,  and  such  European  firms  as  Siemens,  Dassault, 

Marconi,  Hawker-Siddeley  and  Roils  Royce  would  seem  ab]e  to  compete 
if  opportunities  for  doing  so  were  expanded. 

The  second  part  of  our  method  seeks  to  measure  the  extent  to 
which  industrial  exports  from  the  other  NATO  countries  to  the  U.S. 
are  impeded  by  U.S.  trade  barriers. 

One  way  of  estimating  these  trade  barriers  focuses  on  U.S.  govern- 
ment procurement,  and  the  effect  of  Buy  America  restrictions  on  govern- 
ment imports.  As  described  more  fully  in  the  earlier  study,  this  tech- 
nique ''.ompares  the  proportion  of  imports  in  total  government  procurement 

with  the  same  proportion  in  commercial  procurement  for  individual  in- 

•k 

dustrial  product  categories.  The  difference  between  these  two  propor- 
tions indicates  the  extent  to  which  Buy  America,  as  well  as  other  in- 
stitutional and  procedural  restrictions  on  government  procurement,  impede 
normal  trade  flows.  By  adjusting  the  "actual"  government  procurement  in 
particular  product  categories  up  to  the  "normal’’  level,  based  on  the  com- 
parison with  commercial  procurement,  we  can  obtain  estimates  for  increases 
in  government  procurement  that  would  be  expected  if  these  restrictions 
were  removed.  From  these,  in  turn,  we  can  derive  estimates,  shown  in 

Table  2,  of  the  amount  of  the  U.S.  import  increases  •■hat  can  be  expec*.ed 

** 

to  come  from  NATO  countries. 

As  Table  2 suggests,  increased -imports  on  government  account  resulting 
from  removal  of  procurement  restrictions  would  tend  to  be  more  heavily  con- 
centrated in  fields  that  are  conventionally  considered  to  be  high  technology 
(e.g.,  electrical  machinery). 

*See  "Offsets"  for  NATO  Procurement^  Wolf,  et  al.  ^ ibid..  Chapter  V 
and  Appendix  B.  This  part  of  the  earlier  study  was  principally  done 
by  John  J.  McCall. 

**  • • , 

See  zbid..  Chapter  V.  The  data  on  which  these  results  are  based 
come  from  the  1967  Input/Output  Table  for  the  U.S.,  so  the  commodity 
categories  differ  somewhat  from  those  used  in  the  SIC  classification 
shown  in  Table  1.  We  have  adjusted  the  figures  to  allcv’  for  price  in- 
creases since  1967. 
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TablG  2 

ESTIMATED  INCREASES  IN  ANNUAL  U.S.  PURCHASES 
FROM  NATO  COUNTRIES  IF  RESTRICTIONS  ON  U.S. 
GOVERNMENT  PROCUREMENT  WERE  REMOVED 

(Millions  of  1975  dollars) 


Product  Category 


Expected  Increase 
in  Gov't.  Procurement 


Ordnance  54 
Non-durables  53 
Lumber,  wood,  store  products  3 
Metal  products  17 
Non-electric  machinery  24 
Electric  machinery  109 
Transportation  equipment  31 
Instruments  and  miscellaneous  22 

TOTAL  313* 


Another  way  of  looking  at  trade  barriers  is  to  compare  tariff  schedules 
and  effective  rates  of  protection  across  commodity  categories  to  see  whether 
there  appears  to  be  a pattern  suggesting  that  "high-technology"  products 


* 

To  the  extent  that  increased  government  procurement  from  abroad  raises 
foreign  prices  or  lowers  domestic  prices,  U.S.  commercial  procurement  might 
tend  to  Increase  at  home  and  decline  abroad,  thereby  offsetting  part  of  the 
total  shown.  It  is  hard  to  estimate  the  size  of  this  substitution  effect,  but 
for  various  reasons  (relating  to  unutilized  capacity  and  cost  functions  in  U.S. 
and  European  industry),  the  effect  would  probably  be  small.  Moreover,  this 
effect  would  probably  be  more  than  offset  by  potential  increases  in  U.S. 
procurement  from  Western  Europe  of  services,  which  are  not  included  in  Table  2, 
if  government  restrictions  were  relaxed.  For  example,  the  competence  and  ex- 
perience of  the  Dutch  in  hydraulic  engineering  would  make  them  strong  competitors 
for  such  government  contracts  as  that  connected  with  the  dredging  and  clearing 
of  the  Erie  Canal.  As  I understand  it,  the  U.S.  Corps  of  Engineers  recently 
received  a contract  for  this  purpose  based  more  on  Buy  America  preference  than 
on  cost-effectiveness  considerations,  resulting  in  the  sort  of  adverse  politi- 
cal reactions  in  the  Netherl.inds  that  might  be  expected. 


elicit  lower  rates  of  protection  than  low-technology  products.  The 
implication  of  such  a pattern  ml^t  be  that  American  producers  felt 
less  of  a threat  from  European  or  Japanese  couq>etition  in  high-technology 
products  than  low-technology  products.  Hence,  such  a pattern  wuld 
provide  some  support  for  European  concerns  that  general  trade  liberali- 
zation, as  a means  of  facilitating  standardization  and  contributing  to 
the  U.S. -bound  lane  of  the  two-way  street,  would  lc?ave  them  at  a dis- 
advantage with  respect  to  high-technology  fields. 

The  comparison  between  tariff  rates  and  effective  rates  of  protec- 
tion, based  on  the  1973  tariff  schedule  applied  to  1967  value-added  data, 
is  shown  in  Appendix  Table  A-17.  If  there  were  an  agreed  basis  for 
distinguishing  high-technology  from  other  fields,  one  could  perform 
a statistical  test  on  the  data  in  Table  A-17  to  test,  for  example, 
whether  the  proportion  of  law  rates  of  protection  is  significantly 
higher  among  high-technology  than  among  low-technology  fields.  In 
light  of  my  earlier  comments  about  the  difficulty,  confusion  and 
aubiguity  of  the  distinction,  it  doesn't  seem  worthwhile  doing  so. 
However,  inspection  of  Table  A-17  does  suggest  a few  points  worth 
mentioning: 


1.  The  highest  tariffs  and  rates  of  protection  do  apply  to 
non-durables  and  to  lua&er  and  wood  products — categories 
that  are  conventionally  regarded  as  "low-technology"  fields; 


The  average  tariff  rate  is  based  on  invoiced  ad  valorem  prices  of 
the  imported  product.  The  effective  rate  of  protection  (ERF)  applies  the 
same  tariff  rate  to  a smaller  base,  namely  the  value-added  in  processing, 
derived  from  the  1967  Input/Output  table  for  the  U.S.  If,  for  example, 
a 10  percent  tariff  applies  to  a product  60  percent  of  whose  cost  repre- 
sents non-taxed  materials  inputs,  then  the  effective  rate  of  protection  on 
value-added  in  manufacturing  would  be  25  percent. 

See  above  footnote,  p.  o. 

•kick 

Although  the  distinction  mentioned  earlier  between  product  and 
process  technology  should  be  borne  in  mind  as  a qualification  to  this  point. 
Products  that  are  ancient  in  product-cycle  terms,  e.g.,  in  agriculture,  may 
be  produced  by  new  and  complex  processes. 
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2.  However,  the  support  this  provides  for  the  view  that 
Europeans  are  at  a coopetitive  disadvantage  in  higher 
technology  fields  ?•*  limited.  High  rates  of  protection 
exist  for  dies  and  machine  tools,  surgical  instruments, 
alumintun  rollings  imd  castings — fields,  which  are  con- 
ventionally considered  to  be  "high  technology." 


In  sum,  whether  we  look  at  relative  cost  data  with  respect  to 
European  supply  capabilities,  or  various  indicators  of  potential 
U.S.  demand,  the  evidence  suggests  that  European  producers  could 
compete  more  effectively  in  U.S.  markets  in  selected  high-technology, 
as  well  as  low-technology  fields,  if  opportunities  to  do  so  were 
expanded  through  trade  liberalization. 

Finally,  based  on  the  combined  analysis  of  (a)  European  relative 
costs,  (b)  rates  of  protection  in  the  U.S.,  and  (c)  potential  in- 


i 

I 


creases  in  U.S.  goverrment  procurement  from  removal  of  Buy  America 
restrictions,  loe  conclude  that  promising  prospects  for  additional 
Western  European  exports  to  the  U.S.  lie  in  electric  machinery,  non- 
electric machinery,  non-durables,  metal  products,  and  transport  equipment 


See  Appendix  Table  1-17,  and  Uolf,  et  al.,  op.  cit.  Selection  of 
the  particular  product  categories  listed  is  based  on  the  following  con- 
siderations: electric  machinery  (restrictions  on  U.S.  government  pro- 

curement, Table  2);  non-electric  machinery  (U.S.  rates  of  protection. 
Table  A-17);  non-durables  (relative  prices,  rates  of  protection,  and 
restrictions  on  U.S.  government  procurement.  Table  2 and  Appendix  tables) 
metal  products  (rates  of  protection.  Table  A-17);  and  transport  equipment 
(relative  prices,  restrictions  on  government  procurement,  nd  rates  of 
protection.  Table  2 and  Appendix  tables). 


III.  TRADE  LIBERALIZATION  AND  STANDARDIZATION 


The  previous  discussion  suggests  that  opportunities  exist  for 
additional  civil  sector  exports  to  the  U.S.  by  European  NATO  members, 
and  that  these  opportunities  include  high  technology  product  cate- 
gories. Can  these  opportunities  in  the  civil  sector  be  related  to 
standardization  and  rationalization  in  the  military  sphere? 

If  trade  liberalization  can  help  realize  opportunities  for  civil 
sector  exports,  some  of  the  objections  to  S&R  that  underlie  European 
demands  for  "offsets"  would  be  reduced.  Specifically,  the  resulting 
increases  in  European  industrial  employment,  in  dollar  earnings  by 
the  European  NATO  members,  and  in  wider  access  by  their  high  tech- 
nology  products  to  American  markets,  can  help  provide  a climate  within 
which  S&R  alternatives  can  be  more  fairly  assessed  in  NATO. 

Of  course,  progress  along  these  lines  would  take  time.  Moreover, 
opportunities  for  using  generalized  trade  liberalization  proposals 
as  a means  of  obtaining  European  agreement  to  purchase  specific  weapon 
systems  for  standardized  NATO  use  (e.g.,  AWACS)  are  likely  to  be  limited. 
One  reason  is  that  the  U.S.  clearly  has  other  larger  purposes  in  view 
in  seeking  trade  liberalization.  It  therefore  becomes  hard  to  argue 
persuasively  that  U.S.  trade  proposals  would  be  different  or  less 
energetic  in  the  absence  of  NATO  procurement  of  a single  system  than 
they  would  otherwise  be.  In  this  case,  there  is  a disproportion  between 
the  means  (i.e.,  liberalization),  and  the  end  (e.g.,  AWACS),  that  im- 
pairs  credibility  of  the  argument.  However,  the  argument  can  perhaps 
be  more  persuasively  advanced  where  its  aim  is  the  larger  and  broader 
one  of  contributing  to  S&R  in  general  and  over  the  longer  run.  Indeed, 
with  this  as  one  aim  of  trade  liberalization  perhaps  other  U.S.  aims 


A specific  suggestion  for  removing  a non-tariff,  institutional 
barrier,  and  thereby  facilitating  participation  by  European  technological 
capabilities  in  American  R&D  and  procurement  contacting,  is  advanced  below, 

see  pp.  17-18.  paragraph  (2). 

** 

A senior  British  MOD  official  capsulized  the  point  by  observing 
that,  as  far  as  AW.\CS  is  concerned,  the  trade  liberalization  idea  I had 
put  to  him  seemed  like  a case  of  "the  tail  wagging  the  dog!" 


I AiV  I 
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e.g.,  obtaining  changes  in  the  EEC  common  agricultural  policy » might 
be  relaxed  Instead.  Moreover,  to  the  extent  that  trade  liberalization 
in  fact  contributes  to  industrial  employment,  dollar  earnings,  and 
European  technology  development,  it  would  help  to  make  S&R  politically, 
as  well  as  economically,  more  saleable  within  the  NATO  countries,  quite 
apart  from  the  direct  quid  pro  quos  realized  at  the  negotiating  table. 

The  suggestion  advanced  here  is  to  connect  tuo  quite  distinct 
areas  of  U.S.  foreign  policy:  trade  policy,  involving  multilateral 

trade  '.egotiations  in  Geneva,  and  NATO  policy  as  it  relates  to  stand- 
ardization and  rationalization  of  forces,  equipment  and  operating 
practices.  Difficulties  in  the  way  of  forging  such  a link  are  numerous. 
The  two  areas  are  politically,  professionally,  and  administratively 
separate.  In  virtually  all  NATO  countries  including  the  U.K.,  France, 
Germany  and  the  U.S.,  the  areas  involve  separate  jurisdictions  divided 
in  various  ways  (i.e. , between  Defense  ministries.  Trade  ministries. 
Foreign  ministries  and  Finance  ministries),  with  separate  staffs  that 
usually  don't  communicate  with  one  another  in  these  matters,  and  are 
highly  protective  of  agency  prerogatives.  Outside  the  governmental 
structures,  the  political  and  econoioic  constituencies  for  trade  matters, 
on  the  one  hand,  and  weapons  development  and  procurement,  on  the  othar, 
tend  to  be  separate.  Hence,  political  bargains,  that  trade  off  possible 
losses  in  one  area  against  gains  in  the  other,  are  hard  to  strike. 

Moreover,  there  may  be  legal  obstacles  to  linking  the  two  areas. 

Thus,  the  Treaty  of  Rome  has  been  construed  by  its  signatories  as 
excluding  military  development  and  procurement  from  the  economic  under- 
takings and  commitments  of  community  members. 

These  are  formidable  obstacles  to  overcome.  However,  granted  the 
disconnections  between  the  two  areas,  it  certainly  can  be  argued  that 
the  obstacles  to  linking  them  are  no  greater  than  those  between,  say, 
most-favored-nation  trade  status  for  the  Soviet  Union  and  Jewish  emigra- 
tion from  it,  or  between  grain  sales  and  Soviet  arms  aid  to  Angola, 
or  between  U.S.  troop  stationing  costs  in  central  Europe  and  West  German 
purchases  of  U.S.  government  bonds  as  "offsets" — to  cite  some  "linkages" 
that  have  been  forged  or  advocated  in  the  recent  past  between  disconnected 
policy  domains. 


r 
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What  would  be  required  is  an  act  of  political  statesmanship  at  a 
heads-of-govemment  levels  that  transcends  trade  policy  and  defense 
policy  and  their  separate  administrative  jurisdictions.  The  form  of 
such  an  action  would  be  a "NATO-round"  of  trade  negotiations  with  the 
aim  of  contributing  to  an  economic  and  political  environment  in  which 
standardization  and  rationalization  within  NATO  could  develop  more 
freely  and  competitively.  Whether  such  an  initiative  would  actually 
be  a catalyst  to  the  multilateral  trade  negotiations  in  Geneva,  or  instead 
would  impede  them,  is  likely  to  depend  on  hew  the  initiative  is  formu- 
lated and  implemented.  With  this  in  mind,  we  outline  below  a possible 
approach  toward  implementing  the  proposal. 

1.  The  U.S.,  at  a heads-of-government  or  NATO  Council  level, 
would  affirm  the  principle  that  a NATO-round  of  trade 
negotiations  is  Intended  to  contribute  to  an  environment 
in  which  standardization  and  rationalization  can  take 
place  in  NATO,  and  individual  weapons  systems  that  are 
candidates  for  standardized  NATO  development  and  procure- 
ment can  be  fairly  evaluated  and  selected  on  the  basis  of 
cost,  performance,  and  delivery.  The  aim  of  these  measures 
is  strengthening  the  military  effectiveness  and  political 
cohesion  of  the  alliance,  as  well  as  using  alliance  re- 
sources more  efficiently,  in  tb''  longer  run. 

2.  Trade  liberalization  would  not  be  the  only  element  of  the 
new  environment.  Joint  development  and  production  between 
firms  in  the  U.S.  and  in  other  NATO  countries,  and  pur- 
chases by  the  U.S.  of  military  equipment  produced  in  other 
NATO  countries,  are  intended  to  be  other  aspects  of  the 
environment.  These  transactions  would  also  depend  on 

*Among  the  principal  issues  over  which  MIN  have  been  stalled  is 
the  U.S.  Interest  in  "trading"  concessions  on  its  "grandfather-injury" 
tariff  restrictions  (such  as  may  be  involved  in  the  specialty  steel 
case)  for  a lowering  of  the  EEC  common  agricultural  tariff  policy. 

The  proposal  we  are  advancing  might  well  be  more  of  a "starter"  than 
this  stalemated  issue. 


consldterations  of  costs  and  effectiveness,  as  best  they 

* 

can  be  evaluated.  As  one  element  of  the  proposal,  the 
U.S.  would  undertake  to  change  Its  existing  defense 
procurement  p'  < %dures  sc  that  contract  proposals,  which 
include  firms  from  NATO  cointries  jointly  with  U.S. 

firms,  would  be  assured  of  at  least  equal  (i.e.,  "national") 

. ** 

treatment  in  the  proposals'  evaluation. 

3.  The  U.S.  would  affirm  that  specific  offsets  tied  to  a 
specific  new  system  procurement  constitute  quasi-barter 
transactions  with  generally  perverse  consequences  for  the 
efficient  use  of  resources  in  the  alliance.  It  would  there- 
fore be  the  declared  aim  of  this  U.S.  initiative  to  reduce 
or  elindnate  the  need  for  such  offsets  in  the  future. 

4.  Toward  these  ends,  the  U.S.  would  Initiate  certain  reduc- 
tions in  trade  barriers,  with  reciprocal  liberalization 
by  other  NATO  cotm tries  to  be  realized  concurrently  or 
shortly  thereafter.  These  reductions  would  not  be  condi- 
tional on  any  specific  weapon  system  procurement  by  other 
NATO  countries,  but  would  recognize  that  NATO  participation 

in  the  development  and  production  of  military  and  non-military 

systems  for  U.S.  government  procurement  has  been  Impeded  by 

*** 

formal  and  informal  trade  barriers.  Specifically,  the 
U.S.  would  declare  its  readiness  to  remove  the  rule  that 
government  purchases  are  permitted  abroad  only  when  the 
prices  of  comparable  Aaerican  goods  are  more  than  50  percent 


In  effect,  the  proposal  follows  the  outlines  of  the  ''mixed"  offi^et 
strategy,  OS  5,  described  earlier,  see  above  p.  4. 

Aft 

Prevailing  institutio'ial  practices  have,  in  fact,  had  the  reverse 
effect.  This  change  would  be  accompanied  or  followed  by  similar  assur- 
ances of  national  treatment  for  U.S.  firms  participating  jointly  with 
European  firms  in  bidding  on  government  contracts  in  NATO  countries. 

ftftft 

Recall  the  previously  cited  example  of  the  Dutch  hydraulic  engi- 
neering bid  rejected  in  favor  of  the  U.S.  Army  Corps  of  Engineers,  see 
above  p.  12  footnote. 
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W> 

higher  than  those  of  foreigp  counterparts.  We  estiiiate 

that  this  step  woulU  generate  increased  inports  into 

the  U.S.  from  other  NATO  countries  of  over  $300  million 
** 

annually.  In  addition,  various  other  non-tariff  and 
tariff  adjustments  could  be  devised  that  would  have  the 
effect  of  increasing  exports  by  NATO  countries  to  the 
U.S.  by  substMitially  larger  aaounts. 


As  a result  of  this  proposal,  the  flow  of  traffic  on  the  "two-way 
street"  between  the  U.S.  and  other  NATO  countries  would  be  altered,  for 
both  military  and  non-military  transactions.  There  would  be  no  guarantee 
that  flows  in  one  direction  would  exactly  equal  those  in  another.  But 
the  overall  consequence  would  be  iticreased  flows  along  the  105  two-way 
streets  linking  the  fifteen  NATO  countries,  greater  specialization  by 
countries  in  the  production  of  goods  In  which  they  have  a coaqiarative 
advantage  anct  more  efficient  resource  use  within  the  alliance  as  a 
whole. 

One  of  the  difficulties,  additional  to  those  mentioned  earlier, 
in  forging  a link  between  these  two  policy  areas  is  that  negotiations 
relating  to  S&R  concern  only  the  NATO  countries,  while  negotiations 

relating  to  trade  liberalization  are  usually  on  a wider  multilateral 

*** 

basis  of  concern  to  all  countries  in  the  GATT.  Although  the  trade 


* 

When  this  rule  was  originally  iaqposed,  the  U.S.  was  experiencing 
large  balance  of  payments  deficits.  By  contrast,  the  U.S.  balance  of 
payments  is  now  (1976)  relatively  strong  as  is  the  U.S.  dollar — a particu- 
larly appropriate  time  for  removing  the  Btqr  America  rule.  Horeover,  under 
a regime  of  flexible  exchange  rates,  individual  sales  and  purchases  can 
more  appropriately  be  considered  on  their  merits,  with  any  general  balance 
of  payments  implications  to  be  properly  worked  out  in  the  foreign  exchange 
market. 

Ms 

At  a 10  percent  discount  rate,  the  present-value  equivalent  of  this 
increase  is  over  $3  billion,  hence,  considerably  above  the  specific  offset 
"target"  that  has  been  considered  connection  with  the  propsed  NATO  pro- 
curemert  of  AKACS.  See  Wolf,  et  al.,  op,  cit,,  Ch.  VI. 

*** 

Of  course,  bilateral  exceptions  to  the  uniform  multilateralism 
of  GATT  are  frequent.  For  example,  granting  by  the  U.S>  of  MFN  status 
to  the  Soviet  Union  would  accord  equal  trade  treatment  to  a rion-GATT  sig- 
natory, While  trade  restrictions  imposed  by  the  U.S,  on  OPEC  countries 
have  singled  out  certain  GATT-slgnatories  for  retaliatory  treatment  follow- 
ing the  1973  cil  embargo. 
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llberallzatlon  aspect  of  the  proposal  made  above  would  presticably 
be  pursued  in  the  broader  MtN  context,  its  alo  and  principal  intended 
l^[>act  would  be  on  NATO  countries.  For  exai^le,  removal  of  the  Btqr 
America  rule  would  still  require  that  sellers  conforin  to  government 
procurement  specifications.  Particularly  in  the  high  tschuclogy 
product  categories  referred  to  earlier,  e.g. , electric  machinery, 
transportation  equipment,  ordnance,  and  lnstrum:snts,  tliis  wnuld  In 
fact  make  KATO  cotxitrles  the  principal  beneficiaries,  together  with 
Japan.  Furthermore,  one  aspect  of  the  proposal-^encouraglng  joint  bids 
between  U.S.  firms  and  firms  In  NATO  countries  on  RDT&E  and  production 
contracts — ^would  impact  directly  only  on  KATO  members.  With  some  in- 
genuity and  thought,  it  should  be  possible  to  find  other  specific  ways 
of  relaxing  tariff  and  non-tariff  barriers  that,  if  pursued  multl- 
laterally,  would  nevertheless  in  fact  benefit  the  NATO  members  es- 
pecially, thereby  contributing  to  an  environment  in  which  S&R  can  proceed 
as  Intended. 

*See  above,  pp.  11-14. 


-21- 


IV.  APgIOACHES  TO  tta  ST8EET;’* 

COtjCigPiaiB  MfltAMCS 

In  the  earlier  stu47  of  offsets  for  AKACS  procurenent,  which 
we  luive  previo<»ly  referred  to,  a contrast  was  drawn  between  two 
approaches  to  the  "two-way  street" — the  flows  of  military  sales 
and  purchases  between  the  U.S.  and  European  NATO  countries.  One 
approach,  which  wtis  termed  "protectionist,"  was  based  on  a guaranteed 
arid  equal  flow  of  procurement  between  the  U.S.  and  other  NATO  coun- 
tries; the  other,  which  we  termed  "coiq)etitive,"  while  seeking  to 
obtain  agreement  within  NATO  on  standardised  procurement  needs  of 
the  alliance,  left  open  to  competitive  bidding  amcng  potential  stq;>- 

pliers  determination  of  exactly  how  the  balance  in  transactions  would 
* 

work  out. 

It  should  be  evident  from  the  previous  discussion  ttiat  the  specific 
proposal  made  above  for  linking  trade  liberalization  and  S6R  is  intuided 
to  further  the  competitive  approach  to  weapons  procurement  in  NATO.  In 
concluding,  it  is  therefore  worttmliile  to  consider  briefly  the  principal 
argtswnts  that  have  been  made  againet  this  approach,  as  well  as  answers 
to  then. 

One  major  argument  is  that  European  defease  Industry  is  too 
small  and  fragmented  to  cooqpete  effectively  against  U.S.  firms  in 
development  and  production  of  any  major  weapons  system.  Besides 
th^  so-called  "technology  gap"  separating  American  firms  from  poten- 
tial European  competitors,  it  is  argued  that  the  size  of  U.S.  defense 
procurenent,  for  unilateral  U.S.  uses  apart  from  collective  NATO  demands, 
permits  larger  production  runs  for  American  producers,  resulting  in 
lower  isnlt  r.oets  and  decisive  advantages  for  American  finm  in  any 
price  competition  within  NATO  itself. 

*Wolf,  et  al^t  op.  oit.s  Ch.  VI  (15-18).  As  noted  there,  the  guarantee 
feature  is  ?x>re  critical  than  the  exact  equality  of  flows  in  dafiai»8  mhat 
is  msant  by  "protectionism."  Guarantees  arc  protectionist  bacauaa  th^  relax 
considerations  of  cost,  perfomcnce,  and  delivery  in  salectiag  syatflaiB,  and 
auhstituta  other  national  interests  and  cnmmitmshts,  thereby  constituting  a 
de  fqatc  quota  restriction  or  std>sidy  in  procurmwnt  decisions. 


There  are  several  points  that  should  be  made  in  response: 


1.  To  the  extent  the  argument  is  valid,  it  implies  that  real 
savings  can  be  realized  by  the  alliance  through  the  competitive  ap- 
proach, because  it  enables  S&R  to  proceed  by  taking  advantage  of 
lower  unit  costs  in  the  U.S.  or  elsewhere,  whatever  their  source. 

At  a time  when  defense  budgets  in  all  the  major  NATO  countries  are 
tight,  and  inflationary  pressures  persist,  these  savings  are  especially 
important. 

2.  There  is  surely  doubt  as  to  the  uniform  validity  of  the 
argument  with  respect  to  all  major  systems — past,  present  and  future. 

The  British  Harrier  VTOL  aircraft,  and  the  Franco-German  Rolland  II 
missile  system,  are  important  recent  counter  examples  of  European  sys- 
tems that  have  beaten  American  competition  on  cost-performance  grounds. 
The  closeness  of  the  current  competition  between  the  German  Leopa-d  II 
tank  and  the  Chrysler  and  General  Motors  models  at  least  suggests  .that 
technological  gaps  and  production  runs  do  not  always  give  American  firms 

X 

decisive  advantages  ip  direct  competition  with  European  systems.  In 
the  stu'^y  of  AWACS  offsets  mentioned  earlier,  we  developed  a "shopping 
list"  of  two  dozen  existing  or  pending  European  systems  that  seemed 
to  be  promising  candidates  to  equal  or  outmatch  counterpart  American 
systems  on  cost-effectiveness  <"*ounds.  Although  there  were  major 
limitations  facing  compilation  of  the  list  because  of  difficulties  in 
obtaining  suitable  cost  and  performance  data,  the  items  were  culled 
from  a much  larger  list  and  covered  a wide  range  of  land,  naval  and 
air  systems.  Items  on  the  list  constitute  another  sort  of  evidence 
for  the  point  that  European  systems  can  in  fact  already  oorpete  with 
U,S.  systems  if  given  fair  opportunities  to  do  so. 


In  fact,  this  point  will  be  reinforced  if  either  of  the  following 
outcomes  results  from  the  forthcoming  XM-1  tank  trials:  (a)  the  Leopard  II 
wins  the  competiti'^n;  or  (b)  one  of  the  American  models  wins,  but  the  Germans 
as  well  a:  others,  believe  the  outcome  would  have  been  different  but  for 
favoritism  of  one  sort  of  another  to  the  American  firms! 

** 

See  R-1875-PR,  Wolf,  et  al.,  Ch.  IV  and  Appendix  A. 

*** 

Moreover,  subsequent  conversations  with  a number  of  Independent 
European  technical  and  military  sources  tend  to  confirm  this  judgment. 

Note,  further,  that  since  the  argument  against  the  competitive  approach 
is  usually  advanced  by  European  sources,  the  judgment  of  other  Europeans 


3.  The  proposal  we  have  outlined  above  would,  by  encouraging 
Joint  bidding  on  U.S.  RDT&Pi  contracts  by  European  firms  in  collabora- 
tion with  American  firms,  contribute  to  technological  participation 
and  transfer — hopefully,  in  both  directions.  Moreover,  the  $100 
billion  of  direct  investments  in  the  U.S.  in  the  past  six  years  by 
foreigners,  ircreasingly  by  Europeans,  suggests  another  means  by 
which  firms  iu  NATO  countries  can  reduce  the  putative  technology  gap 
by  obtaining  both  participation  and  technology  from  U.S.  firms. 

Finally,  in  those  cases  where  European  NATO  members  believe 
that  important  national  priorities  and  technological  spin-off  benefits 
are  likely  to  be  realized  by  winning  a competition  for  standardized 
NATO  procurement  in  a particular  field,  government  subsidies  should  be 

it 

allowed  and  even  encouraged.  Witliin  the  framework  of  the  competitive 
approach  we  are  proposing,  NATO  procurement  decision  would  be  based 
on  costs  as  reflected  in  bids,  whether  or  not  some  part  of  these  costs 
Were  subsidized  Lnj  governments . 

A second  argument  against  the  competitive  approach  is  tliat  "winner- 
take-all"  price  competition  would  place  "losing"  countries  in  a position 
of  dependency  in  resupply  that  would  be  politically  and  militarily  un- 
acceptable to  them. 

The  point  of  this  argument  bears  most  strongly  on  contingencies 
outside  Europe  in  which  NATO  members  might  wish  to  act  separately  and 
independently,  but  would  be  uncertain  about  obtaining  resupply  if  the 
original  producers  were  from  a country  that  opposed  the  action  on  foreign 
policy  grounds. 

The  argument  seems,  therefore,  more  realistically  to  be  a concern  to 
the  U.S.  even  more  than  to  other  alliance  members.  The  answer  to  it  would 
seem  to  lie  in  a combination  of  suitable  inventory  policies  (e.g.,  for 
spare  parts),  and  standby  licensing  arrangements  including  tooling,  blue 

as  to  the  favorable  competitive  prospects  of  particular  European  systems 
is  especially  relevant. 

:1c  , 

See.  op.  ctt. , R-1875-PR,  Ch.  VI,  where  this  idea  is  advanced. 
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prints  and  know-how.  Together  they  would  provide  a hedge  against 
undue  influence  being  attempted  by  a "winning"  supplier  over  a buyer 
in  the  event  of  a policy  divergence  between  them. 

A third  argument  is  that  domestic  political  and  economic  con- 
straints in  the  various  countries  (c.g.,  industrial  unemployment, 
politically  powerful  trade  unions,  industrial  lobbies  and  their  legis- 
lative supporters,  etc.),  may  make  governments  unwilling,  and  perhaps 
unable,  to  allow  market  competition  to  determine  defense  production 
outcomes. 

Clearly  this  argument  is  particularly  strong  in  certain  NATO 
countries  whose  economies  face  serious  unemployment  prob],ems.  Effec- 
tive counters  to  the  political  argument  lie  partly  inside  the  proposal 
we  have  been  advancing,  and  partly  outside  it:  inside,  with  respect  to 

the  removal  of  the  Buy  America  rule  and  other  U.S.  trade  liberalization 
measures  in  the  civil  sector,  and  encouragement  of  joint  bidding  on 
defense  contracts;  outside,  with  respect  to  the  prospective  improvement 
of  general  economic  conditions  in  the  member  countries.  Together  these 
factors  should  contribute  to  increasing  the  political  saleability  of 
the  competitive  approach  we  have  been  proposing. 

A final  observation  is  more  in  the  way  of  a comment  about,  than  an 
argument  against,  the  competitive  approach  and  the  proposal  advanced 
here  for  linking  S&R  with  a NATO-round  of  trade  liberalization. 

There  is  now,  and  has  been  f >r  more  than  two  decades,  a subtle 
inconsistency  in  American  policy  toward  Europe.  On  the  one  hand,  the 
U.S.  has  tried  to  promote  development  of  a European  community  as  an 
Integrated  and  effective  political-economic  entity.  On  the  other  hand, 
American  policy  has  tried  to  promote  the  NATO  alliance  as  a more  inte- 
grated and  effective  military  entity.  Standardization  and  rationalization 
of  equipment,  forces  and  operational  practices  would  contribute  to  a more 
integrated  military  entity.  S&R  would  also  be  easier  to  bring  about  if 
the  alliance  Itself  were  already  more  integrated  than  it  is.  Many  of 
the  objections  and  resistances  to  S&R,  in  fact,  result  from  the  separate 


and  dlvi.ded  national,  as  well  as  European  regional.  Interests  within 

* tt. 

N/VTO.  As  one  French  official  expressed  It  to  me:  TJe  are  not  con- 

cerned with  optimizing  for  NATO,  but  with  optimizing  for  ourselves!” 

The  Inconsistency  In  American  policy  arises  from  the  fact  that 
efforts  to  promote  the  economic  end  political  integration  of  Europe 
require  preferential  treatment  (e.g.,  through  tariffs  and  non-tariff 
preferences,  government  contracting,  licensing  arrangements,  capital 
and  labor  mobility,  etc.),  to  community  "insiders,”  hence  discriminatory 
treatment  against  "outsiders,"  including  the  U.S.  and  Canada,  which  are 
not  EEC  members.  Efforts  to  promote  a iv»re  integrated  alliance  require, 
on  the  other  hand,  coordinated,  co-llaborative  and  reciprocal  ainrangements 
within  the  larger  body. 

If  defense  industries  in  NATO  countries  were  entirely  separate 
from  the  rest  of  the  economies,  it  might  be  possible  to  link  the  defense 
sectors  of  NATO  members  along  membership  lines  different  from  those 
applying  to  the  rest  of  their  economies.  In  fact,  the  separation  is 
artificial.  In  such  fields  as  aerospace,  computers,  electronics,  pro- 
pulsion, and  nuclear  reactors,  for  example,  links  between  defense 
and  civil  technology  and  production  are  pervasive.  Prefevential  treat- 
ment to  EEC  members  for  development  and  production  in  these  fields 
conflicts  with  efficient  use  of  resources  among  NATO  members  as  a whole. 
For  the  latter  (which  is  what  S&R  seeks  to  achieve),  trade  liberalization 
in  the  civil  sector,  as  well  as  a competitive  approach  to  weapons  de- 
velopment and  procurement  in  the  military  sector,  is  needed  in  the  larger 
NATO  oonmmity,  rather  than  the  smaller  European  commnity.  Efforts  to 
bring  about  the  larger  scale  integration  as  a matter  of  U.S.  policy  thus 
conflict  with  promotion  of  integration  on  the  smaller,  EEC  scale. 


For  example,  European  concern  about  preponderance  in  NATO  of  American 
equipment  and  practices,  desires  to  protect  and  preserve  a wider  range  of 
national  defense  industries  than  that  which  is  competitive  within  the 
alliance,  etc.  See  above  pn.  1-2. 

"’'The  point  is  an  example  of  the  '‘general  theory  of  the  second-best.” 
Where  tariff  or  other  restrictions  already  exist,  removing  some  of  them 
(e.g.,  within  the  EEC)  will  create  trade  (and  improve  resource  use)  within 
the  preferred  area,  but  will  divert  trade  (reduce  efficient  use  of  resources) 
in  the  excluded  area  (e.g.,  non-EEC  NATO  members).  See  Richard  G.  Lipsey 
and  Kelvin  Lancaster,  "The  General  Theory  of  the  Second-Best,”  Review  of 
Economic  Studies,  Vol.  2*i,  No.  1,  pp.  11-32,  1956-57,  and  Jacob  VIner, 
International  Trade  and  Economic  Development  (New  Jersey:  Oxford  University 
Press),  1953. 





Appimdix  A: 


RELATIVE  PRICES  FOR  SELECTED  PRODUCT  CATEGORIES 
IN  U.S.  AND  NATO  COUNTRIES 


The  tables  in  Appendix  A summarize  calculations  of  relative  prices 
for  sixteen  product  categories  In  those  NATO  countries  for  which  data 
were  available.  The  procedure  used  In  calculating  the  relative  prices 
Is  summarized  In  the  text  (see  above,  pp.  7-13).  It  Is  worthwhile 
amplifying  and  emphasizing  the  shortcomings  of  the  data  and  procedures, 
and  hence  the  reservations  that  must  be  attached  to  these  results: 

1.  To  obtain  dollar  prices,  conversions  from  local  currencies 
were  made  at  the  IMF  parity  rates  prevailing  during  the 
1967-71  period.  Major  changes  have  occurred  In  exchange 
rates  since  that  time  (e.g.,  as  a result  of  the  limited 
float,  the  European  currency  "snake,”  differing  rates 

of  Inflation  among  the  various  countries,  and  so  on), 
and  these  changes  have  probably  altered  the  relative  price 
ratios  shown  In  the  tables  since  1971.  In  general, 
aggregating  over  must  of  these  changes,  the  current 
(1976)  ratio  between  German  and  U.S.  prices  Is  likely 
to  be  lower,  and  that  between  British  and  U.S.  prices 
higher,  for  the  product  categories  shown  in  the  tables. 

2.  The  U.N.  data  at  the  three-digit  SIC  level  are  highly 
aggregated  and  heterogeoeoos.  For  example,  SIC 
category  351,  industrial  chemicals,  contains  33  dif- 
ferent chemicals  In  varying  quantities  for  each  country. 

Since  the  quantity  data  are  derivf»i  fron  the  six-digit 
code  as  explained  in  the  text,  the  composition  of  the 
items  for  which  unit  prices  are  calculated  is  different 
for  each  country. 


3.  Another  aspect  of  the  heterogenity  problem  relates  to 
quality  differences  within  the  three-digit  product  cate- 
gories which  also  affect  unit  price  comparisons.  For 
example,  in  SIC  384,  transport  equipment,  the  number  of 
automobiles  reported  in  the  11. N.  data  as  we  have  aggregated 
them  is  Independent  of  type  and  quality . Hence,  Volkswagens 
are  counted  as  equivalent  to  Mercedes  Benz  cars.  If  an  in- 
dividual country's  exports  in  a particular  product  category 
(e.g.,  Britain's  exports  of  cars)  comprise  a relatively 
large  proportion  of  higher  quality  vehicles,  the  price  ratios 
shown  in  the  tables  will  tend  to  overstate  that  country's 
price  relative  to  the  U.S.  price. 

For  reasons  summarized  in  (2)  and  (3)  above,  we  have  omitted 
eighteen  of  the  thirty-four  three-digit  SIC  codes  as  being  too  hetero- 
geneous to  be  at  all  useful  for  comparing  prices  and  price  trends. 

The  usefulness  of  the  remaining  sixteen  product  categories  is  still 
limited  by  the  considerations  mentioned  above,  although  not  as  limited 
as  in  the  omitted  categories.  For  example,  one  can  dispel  some  of  the 
views  of  prevasively  decreasing  competitiveness  of  European  industrial 
output,  by  recourse  to  the  data  shown  in  the  tables. 

As  noted  in  the  text,  it  would  be  possible  to  avoid  or  reduce  all 
of  the  data  Shortcomings  mentioned  above  by  further  work  with  more  dis- 
aggregatlon,  as  well  as  more  recent  data. 
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Table  A-1 


SIC  CODE  NO.:  313  FSODDCT  GSOUP:  Beverages 

W DATA 


Price  Relatives* 

1967 

1968 

1969 

1970 

1971 

US 

1.000 

1.000 

1.000 

1,000  ■ 

1.000 

FB6 

'0.570 

0.475 

0.447 

0.460 

0.525 

France 

0.0- * 

0.0" 

0.0— 

0.0" 

0.0-' 

UR 

0.0— 

0.683 

0.0" 

0.554 

0.0  — 

Cxaada 

0.791  . 

0.735 

0.720 

0.716 

0.747 

Netherlands 

0.512 

0.474 

0.582 

0.511 

0.0-- 

Norway 

0.432 

0.437 

0.416 

0.407 

0.415 

^rice  of  Country  x 
Price  of  US 


Source:  Growth  of  World  Industry ^ 1972  edition.  United  Nations. 
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Table  A-4 


SIC  CODE  MO.:  322  . PRODUCT  GROUP:  Wearing  i^parel 

Of  DATA 


Price  of  US 

Source:  Grooth  of  World  Industry ^ 1972  ediicion,  Itoited  Nations 


7^- 


Table  A-8 


SIC  CODE  NO.:  351  . l*RODUCT  GROUP:  Industrial 

UN  DATA 


^rice  of  Country  x 
Price  of  US 

Source:  Growth  of  World  Industry,  1972  edition,  United  N 
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Table  A-9 


SIC  CODE  NO.:  352  PRODUCT  GROUP:  Other  Chemical 

Products 

UN  DATA 


0 

Price  Relatives 

1967 

1968 

1969 

1970 

1971 

US 

l.OO 

1.00 

1.00 

1.00 

1.00 

FRG 

* 0.0 

0.0 

0.0 

0.0 

0.0 

France 

0.0 

0.0 

0.0 

0.0 

0.0 

UK 

0.0 

0.18 

0.0 

0.23 

0.0 

Canada 

0.58 

0.57 

0.62 

0.73 

0.78 

Netherlands 

0.0 

0.0 

0.0 

0.0 

0.0 

1 

Norway 

0,14 

0.14 

0.15 

0.17 

0.20 

^rice  of  Country,  x 
P.:ice  of  US 

Source:  Growth  of  World  Industry , 1972  edition.  United  Nations. 


Table  A-10 


SIC  CODE  NO. : 353 
UN  DATA 


PRODUCT  GROUP : Petroleum  Products 
Refineries 


Price  Relatives 


1.000 

1.067 

5.448 

0.0 


price  of  Country  x 
Price  of  US 


1.00 

1.16 

6.03 


0.594 

0.744 

0.748 

0.706 


1969 

1970 

1.000 

1 

1.000  1 

1.169 

1.301 

6.446 

6.290 

0.0 

0.559 

0.689 

0.711 

0.840 

0.883 

0.597 

0.738 

8.773 

0.0 

0.747 

0.0 

0.651 


Source:  Growth  of  World  Industry ^ 1972  edition.  United  Nations 


A-13 


Table  A-11 


SIC  CODE  NO. : 354 
UN  DATA 


PRODUCT  GROUP;  Petroleum,  Coal 
Products 


Price  Relatives 

1967 

1968 

1969 

1970 

1971 

US 

1.000 

1.000 

1.000 

1.000 

1.000 

FKG 

'0.0 

0.0 

0.0 

0.0 

0.0 

France 

0.0 

0.0 

0.0 

0.0 

0.0 

UK 

0.0 

0.773 

0.0 

0.627 

0.0 

Canada 

0.839 

0.771 

0.812 

0.578 

0.585 

Netherlands 

0.0 

0.0 

0.0 

0.0 

0.0 

Norway 

0.0 

0.0 

0.0 

0.0 

0.0 

*Price  of  Country  x 


Price  of  US 


Source:  Growth  of  World  Industxnif  1972  edition.  United  Nations 


¥ 
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SIC  CODE  NO. : 371 
UN  DATA 


Table  A-14 

. PRODUCT  GROn»:  Iron  and  Steel 


Price  Relatives 


1967 

1968 

1969 

1970 

1971 

US 

1.000 

1.000 

1.000 

1.000 

1.000 

FRG 

' 0.986 

0.990 

1.163 

1.321 

1.208 

France 

0.692 

0.625 

0.667 

0.705 

0.607 

UR 

0.0 

0.889 

0.0 

0.950 

0.0 

Canada 

0.792 

0.825 

0.752 

0.804 

0.753 

i 

Netherlands 

6.380 

7.165 

8.465 

10.454 

0.0 

Norway 

0.0 

0.0 

0.0 

0.0 

0.0 

*Price  of  Country  x 
Price  of  US 

Source:  Growth  of  World  Industry ^ 1972  edition.  United  Nations. 


Table  A-16 


PRODUCT  GROUP:  Transport 

Equipment 


Price  Relatives 


.0000 

raC  '0.3855 

France  0.4564 

« 0.6 

Canada  0.7811 

■atherlands 
Koniay 


*Price  of  Country  x 
Price  of  US 


1968 

1969 

1970 

1.0000 

1.0000 

1.0000 

0.3659 

0.3550 

0.4009 

0.4786 

0.4136 

0.3520 

0.5939 

0.0 

0.6216 

0.7809 

0.6992 

0.6756 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

1.0000 


0.4202 

0.0 

0.7846 


Source:  Giwth  of  World  Industry t 1972  edition.  United  Nations 
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Table  A-17 


Average  Tariffs  and  Effective  Rates  of  Protection  (ERP),  1973, 
for  Selected  Industrial  Sectors 


Conmodlty  Class 

Industrial  Sector 

Avg. 

Tariff 

Effective  Rate 
of  Protection 

Ordnance 

Small  Arms 

8.1 

8.6 

Small  Ants  Ammun. 

5.0 

5.1 

Nondurables 

Cheese 

10.0 

8.5 

Canned  Frttlts 
& Vegetables 

13.5 

17.7 

Wines,  Brandy- 

10.5 

8.5 

Distilled  Liquor 

10.1 

6.2_ 

Cigarettes 

25.1 

30.7 

Breadwoven  Fabrics 

18.8 

26.1 

Lace  Goods 

26.3 

37.7 

Apparel 

24.3 

31.1 

Fabricated  Text, 
Nec 

14.9 

16.5 

Converted  Paper 

7.6 

11.3 

Indust.  Chemicals 

8.1 

8.6 

Chemicals,  Nec 

10.3 

12.8 

Plastics-  & Resins 

11.3 

15.0 

Organic  Fibers 

10.6 

12.1 

Drugs 

6.2 

6.2 

Shoes,  Except 
Rubber 

8.8 

10.6 

Lumber,  Wood,  Stone, 
Etc. 

Veneer  & Plyvood 

10.8 

17.3 

Wood  Products,  Nec 

7.1 

9.5 

Glass  Products 

11.4 

12.5 

Ceramic  Tile 

20.1 

25.4 

Vitreous  Pliaibing 

13.2 

14.5 

Vitreous  China 

31.3 

36.1 

Nun-metallic 

Minerals 

6.5 

6.5 

■ min  tmmnmvmr^jgitt/ummmaim^ 
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Table  A-17  (cont’d) 


Conanodity  Class 
Metal  Products 


Industrial  Sector 


Blast  Fum.  & 


Avg. 

Tariff 


Effective  Rate 
of  Protection 


Steel 

6.1 

7.0 

Aluminum  Rolling 

7.2 

13.4 

Aluminum  Castings 

8.2 

10.6 

Cutlery 

17.2 

20.9 

Fab.  Metal 
Products 

7.8 

9.2 

Mon-Electric 

Machinery 

Steam  Engines 

7.2 

8.5 

Mach.  Cutting 
Tools 

6.9 

7.0“ 

Special  Dies  & 
Tools 

16.0 

18.8 

Textile  Machinery 

7.1 

7.9 

Industrial 

Furnaces 

6.1 

6.6 

Electric  Machinery 

Elec.  Meas. 
Instrum. 

8.2 

8.7 

Elect.  Apparatus, 
Nec 

7.0 

8..0 

Lighting 

12.2 

16.0 

Primary  Batteries 

8.2 

9.3 

Elect.  Equip.,  Nec 

8.6 

10.8 

Transport  Equipment 

Truck  Trailers 

7.5 

8.8 

Ship  Building 

8.2 

9.6 

Rail.  & Street  Cars 

6.8 

8.8 

Trailer  Coaches 

7.2 

8.6 

Transport  Equip. 

8.0 

8.6 

Instruments , 
Miscellaneous 

Engineering 

Instruments 

6.5 

6.0 

Surgical  Instrum. 

11.6 

14.9 

Watches  & Clocks 

19.0 

25.6 

1 


•.5??  V ..^J" 
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Table  A-17  (cont’d) 


Commodity  Class 

Industrial  Sector 

Avg. 

Tariff 

Effective  Rate 
01;  Protection 

InstrtoHents, 

Miscellaneous 

Jewelry,  Free. 
Metal 

11.5 

19.4 

(continued) 

Miscellaneous 
Products,  Nec 

9.3 

10.6 

*See  the  text  discussion  of  sources  and  methods  of  calculations. 

ERP  is  calculated  by  the  Corden  estimate.  See  Corden,  K.  M.,  "The 
Calculation  of  the  Cost  of  Protection,"  Boon.  Rea,  t April  1957,  pp.  Z9-S1 
Value-added  data  for  the  particular  industrial  sectors  listed  are  drawn 
frrw  the  1967  Input-Output  table  for  the  United  States.  For  a more 
complete  discussion,  see  Wolf  et  at,,  op,  ait. 


